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Romania and Bulgaria became the latest countries to join the European 
Union on January 1, 2007. Roland D'Aubioul looks at opportunities that 
the expansion has brought about for businesses looking to boost their 
presence in Europe. 

Roland D'Aubioul is Managing Director of Europe- Asia Trading Consultant 
Agency Ltd (www.eatca.com). He can be reached at roland@eatca.com 

The European Union (EU) has 
been growing steadily since its 
first enlargement in 1973, but 
in 2004 its ranks jumped from 
15 countries to 25, the largest 
acceptance of new member 
countries in the Union's 
history. 

The huge jump is rooted in the collapse of communism in Eastern Europe, 
symbolized by the fall of the Berlin Wall in 1989. This offered an 
unexpected and unprecedented opportunity to extend the stability and 
prosperity enjoyed by EU citizens to those of Central and Eastern Europe. 

Since Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, 
Poland, Slovakia and Slovenia joined the EU in 2004, one of the 
challenges facing the Union has been to raise the living standards of these 
countries to the levels of existing member states. 

On January 1 this year, Bulgaria and Romania became the newest 
members of the EU. Although these two Central European states have not 
implemented all the conditions stipulated in its accession agreement, they 
are progressing in the right direction. 

Seven other countries are waiting in the wings to join the EU. Turkey and 
Croatia started talks in October 2005, but need to solve important issues 
before they will be allowed to join. These include, not least, allowing free 
movement of people, goods, services and capital to existing EU members. 

The issue is complicated as Turkey invaded Cyprus in 1978, which divided 
the island with the Turkish Cypriots in the north and the Greek Cypriots in 
the south. Since then, relations between Greece and Turkey have 
remained prickly. 

Among the 27 member states, only 13 have adopted the common 
currency, the euro, including Slovakia which switched to the euro on 
January 1, 2007. 
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For the remaining EU countries, tiie euro is finding its way into tiieir 
economies via tiie bacl<door as many companies operating in tiie euro- 
zone are invoicing tiiem in euros. IMore countries are expected to opt to 
join tiie euro, mal<ing it one of tine world's most traded currencies. 

An expanding market for Hong Kong 

Tiie ED'S continual enlargement, in terms of both member countries and 
population, and its steadily growing GDP per capita, has, of course, made 
it an important trading partner for Hong Kong and China. According to 
statistics compiled by Eurostat, the EU ranked as China's largest trading 
partner in 2005, with total two way trade reaching almost 175 billion 
(about HK$1.5 trillion), compared to the United States' 170 billion worth 
of China trade. 

Its growing membership has also resulted in challenges to align the laws 
and regulations among the member countries. This is no simple task, but 
the advantages of being part of a borderless EU and common trading & 
custom rules far outweigh the disadvantages. Consequently, the EU, as a 
whole, is a very attractive trading partner for China, in spite of the latest 
anti-dumping regulations against the PRC. 

Two way China-EU trade in 2006 is estimated to reach 210 billion. Hong 
Kong's exports to the EU are benefiting from the growing trade, rising by 
16% in 2005 to reach 34 billion, up from 29 billion after an 18% increase 
in 2004. In the other direction, the value of Hong Kong's imports from the 
EU rose 4% to 18.5 billion in 2005, following a growth of 10% in 2004. 

Competitive differentials 

The competitiveness gap between West and East Europe continues to 
widen, which is jeopardising the growth potential of some new members 
and their ability to attract investments. Others are competing fiercely, 
such as Prague in the Czech Republic, Slovakia's Bratislava and the 
KozepMagyarorszag region of Hungary, which includes Budapest. 

Labour costs in Cyprus, Czech Republic, Estonia, Hungary, Latvia, 
Lithuania, Malta, Poland, Slovakia and Slovenia remain considerably lower 
than in other EU countries. 

For Hong Kong companies thinking about investing in a production facility 
in the EU to overcome import obstacles and the rising transport costs 
from Asia, the newer EU member countries offer lower production costs 
and potential for strong growth rates. 

Since the mid-1990s, the newer members have benefited from the rapid 
inflow of investment, taking about 75% of all investment in the EU. 
Germany is the largest investor, and is particularly active in the Czech 
Republic, Hungary, Poland and Slovakia, while the Nordic countries are 
the main investors in the three Baltic States (Estonia, Latvia, Lithuania). 
Around 55% of FDI is ploughed into services, followed by manufacturing 
(37%). Investment in the Baltic States, and to a lesser extent in Poland, 
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is concentrated in traditional industries lil<e food processing, textiles and 
■ri. I M. *i-ii X iMk™, -iuKSAiNE .^ wood products. 
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In Hungary, the Czech 
Republic and Slovakia, foreign 
investors are focusing 
increasingly on modern 
manufacturing sectors, such 
as office machines, TVs, 
computers, and 
telecommunications 
equipment. 

Among the major obstacles 
that companies investing in 
Europe face are the complex 
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Nevertheless, the language of business remains English. 
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Flexible industries follow the clients 

A growing number of big Mainland and Taiwanese companies are starting 
to manufacture in Central Europe as an alternative to production in China. 
Many are opening new plants or expanding their existing facilities to get 
closer to European consumers. 

The reasons are multiple: 

Lower labour costs than in Western Europe. 

Governments in the new member states often offer rich 
incentives to attract investments that will create jobs. 

Avoidance of European import duties. 

Shorter distances to the customers means a shorter supply 
chain and lower transport costs. 

Taiwan's electronics manufacturer Foxconn, and the mainland's 
Changhong, for instance, have been granted a 10- year tax holiday in the 
Czech Republic. By manufacturing on the continent, they can also avoid 
paying the EU's 14% import tariff on televisions made in China. 

Manufacturing in the EU can make sense even for goods that don't face 
import duties. Operating in Central Europe lets companies quickly boost 
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output to meet spikes in demand and get products to users far faster tiian 
siiipping from tiie IMainland, Hong Kong, or Taiwan. 

If a PC mal<er receives urgent orders for tiieir latest products from shops 
in Barcelona or Berlin, workers in the Eastern Europe factory can load 
stocks on a truck and deliver the items in as little as 24 hours. When 
customers increasingly want things yesterday, suppliers can't afford to 
have them under way for 35 days. 

But this is not to say that it's cheaper to operate in Central Europe than in 
the Mainland. Far from it. Factory workers are paid around 400 per month 
in the Czech Republic for a 40- hour week. That compares with about 100- 
150 per month in China where workers also put in much longer hours. 
Productivity in the Czech plants is roughly equal to that in Chinese 
factories. Rising costs in East European countries have prompted some 
companies to consider moving to Eastern Europe's latest member 
countries of the EU. 

Electronics manufacturers producing OEM for big brands will have to 
follow their brand customers' requests to deliver the products when the 
clients need them, and not four weeks later. Like Foxconn, which runs an 
70 million factory employing 5,000 people in the Czech Republic 
producing products for HP, Cisco and Apple. 

The next wave of Chinese manufacturers into Europe will likely be the 
Mainland's car makers, as they will soon meet the tough EU 
environmental requirements. 

SME's or subcontractors (OEM/ODM) in this supply chain may have to 
follow this move to keep in the loop, especially for sub-assembled parts 
and components that are big or heavy, and consequently too costly to 
transport by air. 

The perpetual downward pressure on prices and competitiveness forces 
companies in their fight for customers to look for better solutions and to 
reduce costs. This is forcing companies to adapt their strategies to the 
changing world faster than they have ever done before as globalization 
constantly redefines their business models. 
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